CRANDALL
DECLARATION




CRANDALL DECLARATION




Before the
Federal Communications Commission
Washington, DC 20354

In the Matter of )
)
Implementation of the Local Competition ) CC Docket No. 96-98
Provisions in the Telecommunications Act )
of 1996 )
Declaration of Robert W. Crandall
Qualifications

1. 'am a Senior Fellow in Economic Studies at the Brookings I[nstitution in Washington.}
DC. a position that I have held since 1978." Prior to that [ was Acting Director. Deputy Director.
and Assistant Director of the Council on Wage and Price Stability in the Executive Oftice of the
President. and in 1974-75 [ was an adviser to Commissioner Glen Robinson of the Federal
Communications Commission. [ was an Assistant Professor and Associate Professor of
Economics at MIT between 1966 and 1974. [ have written widely on telecommunications policy.
the economics of broadcasting. and the economics of cable television. [ am author or co-author
ot tour books on communications policy published by the Brookings Institution since 1989:

Changing the Rules: Technological Chanee. Internatonal Competition. and Regulation in

Communications (with Kenneth Flamm). 1989: Atter the Breakup: ULS. Telecommunications in

amore Competitive Era. 1991 Talk 1s Cheap: The Promise of Revulatory Reform in North

'"The views expressed herein are solely my own and should not be taken to represent the
views of the Brookings Institution. its other statf members. or its Trustees.
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Amertcan Telecommunications (vwith Leonard Waverman). 1996: and Cable TV Reculation or

Competition? (with Harold Furchtgott-Roth). 1996. A\ new book on universal-service policy. co-
authored with Leonard Waverman. will be published by Brookings at the end ot this vear. A

copy of my curriculum vitae is attached.

2. T have been asked by Bell Atlantic to provide an analysis of the extent to which
competitors should have access to the incumbent carriers’ network ¢lements. In so doing. [ draw
upon general economic principles as well as recent developments in technology and market entry
in local wireline and wireless services. In addition. [ refer briefly to the favorable experiences of
market liberalization and deregulation in other industries -- industries in which entry was not

guided by extensive cost-based wholesale regulation of access to incumbents' facilities.

Summary of Conclusions

3. The Commission should be particularly concerned that its unbundling rules not
discourage investment in new network facilities because facilities-based competition is likely to
be the most intense and long-lasting torm of competition. Unbundling of individual network
elements or combinations of those elements should only be required it the Commission has

evidence that entrants cannot build their own facilities or cannot obtain them from other sources.

4. The pace of technological change in clectronics and communications is incredibly

rapid. It is important. therefore. that the Commission's unbundling rules take a balanced
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approach that encourages new entrants and incumbents to adopt these new rechnologies through
Investments in new innovative networks that allow them o develop new product otterings.
Extensive unbundling of existing circuit-switched networks is likely to dissuade entrants trom
adopting these new technologies and to discourage incumbent local-exchange companies
(ILECs) from engaging in similar innovation in their own networks.
5. The Commission has now had three vears since the passage ot the
Telecommunications Act to observe entry decisions by scores of competitive local exchange
carriers (CLECs) who are building their own facilities. The Commission should also examine the
rapid development of competition in wireless markets in which billions of dollars are being
invested in new capital facilities by entrants with little reliance on incumbents' facilities. These
companies’ investment decisions clearly reveal the degree to which they can build their own
tacilities. thereby rendering many or all of the ILECs' facilities unnecessary for successtul entry.
As such entry proceeds. it becomes impossible to conclude that lack of access to [LEC facilities

at regulated TELRIC rates will impair the development of competition.

6. The availability of non-ILEC elements is increasing over time. particularly in areas of
substantial population density. Therefore. unbundling requirements should be reduced over time
as new sources of network tunctionality appear and should be substantially less extensive in the

more dense. urban areas.
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Introduction

7. Weare now nearly 40 months past the enactment of the 1996 Act which opened local
markets to competition. When the Commission first developed its rules requiring ILEC
unbundling. it had only limited evidence on the ability of the CLECs -- the pre-1996
Competitive Access Providers (CAPs) -- to build their own facilities. Nor could the Commission
predict how technology would develop in local wireline and wireless markets as these markets
were opened to entry. Since the Commission first promulgated its original interconnection rules
in August 1996, however, the U.S. telecommunications sector has changed considerably.
CLECsS. such as Nextlink, ICG, Winstar. Teligent. and e.spire. have invested billions of dollars
in their own facilities. Wireless companies have likewise invested billions of dollars in building
out PCS and other systems. MCI-WorldCom is the result of numerous large mergers. including
WorldCom's acquisition of MFS. Brooks Fiber, and MCIl. AT&T -- the largest interexchange
carrier -- has experimented with resale and tixed wireless as vehicles for entering the local
telecom market. and has purchased Teleport -- one of the largest and oldest CLECs -- and [BM's
backbone network. In addition. AT&T has paid $40 billion to acquire the nation's largest cable
television company. TCI. and has oftered to acquire Media One tor $34 billion. Moreover.
AT&T is now poised to spend billions of dollars to upgrade these acquired cable television
facilities in order to provide its subscribers with two-way telecommunications services. including

high-speed Internet access. through a network that is closed to other service providers.

8. Internet usage has grown so rapidly that data tratfic is now greater than voice traffic in




the nation’s telecommunications network. As a result. carriers are rushing to develop low-cost.
high-speed Internet connections to bundle with other communicutions services. Cable teley iw»ﬁ
compantes tincluding AT& I's new cable operations) CLECS. [LECs, and satellite companics
are developing alternative high-speed connections to offer dispersed subscribers as separate.

independent services or as part of a bundle of communications services.
The Role of Unbundled Elements in Promoting Local Market Entry

9. The 1996 Act requires ILECs to unbundle their network facilities so as to accelerate
the pace of entry into local telecommunications markets. But such unbundling is limited to those
elements that are "necessary”. or without which likely entrants would be “impaired™ in their
efforts to begin to offer local service.” From an economic standpoint. these requirements are
satistied only when there are no good substitutes tor the incumbents” facilities -- either in the
form of other firms’ tacilities or through the entrant’s own investment in facilities that are

constructed to provide local access/exchange service. [f other CLECS are building networks with

comparable functionality or if the entrant could build facilities that are similar to the [LEC

tacilities. competition could not possibly be impaired by a prospective entrant’s inabilitv to use

an [LEC s particular tunctionality in the form of an unbundled netvwork element (UNE).

10. It may be possible that in some situations an entrant’s duplication ot certain ILEC

tacilities is uneconomic because such duplication could lead to the suboptimal use ot parallel

> Telecommunications Act of 1996, Pub. L. No. 104-104. 110 Stat. 36 (1996 Act).
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facilities, \cvess o these “essential™ facilities - long part of the antitrust case law - then
becomes necessary tor etticient resource use and perhups tor viable entny. However, a tactlin
that was essential” tor yesterday's telephone service may not be today s or tomorrow s ideal
tacility for delivering tomorrow's telecommunications services. given changing technology and
the evolution of new services. If new entrants are discouraged by excessive regulatory
intervention from developing their own facilities. regulators cannot be sure that any given
facility is truly necessary or essential. Given the rapid pace of technological change in
telecommunications. the definition of a “necessary™ or “essential” element for new entrants will
therefore change over time. As a result. unbundling rules should be defined for only a fixed
period of time. Once new technologies or other facilities become available to provide a given

function. unbundling of that network functionality should no longer be required.

The Dangers of Excessive Reliance Upon UNEs

Il To my knowledge. there have been very tew examples trom other industries in which
existing firms were required to share their facilities with aspiring entrants. Decrees in antitrust
cases occasionally require a divestiture of assets to competitors. but rarely a sharing ot them. The
essential tacilities doctrine mayv require a company to allow its rivals to use a bridge or a right ot

way. but not large parts of its entire operations. Nor has there been any substantial experience

' This doctrine developed out of cases involving "bottlenecks” such as railroad bridees
that would be ditticult tor competitors to replicate. See U.S. v. Terminal Railroad Association.
224 US. 3835,
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with such sharing of network components in the telecom sectors in other countries.” [has., the
Commission is in unchartered waters in attempting to promote competition through widespread
unbundling. In doing so. it must take into account the effects ot unbundling on investment and

innovation in the telecommunications sector by both entrants and incumbents.

12. First. allowing firms to lease unbundled elements at regulated prices based on
forward-looking costs creates a substantial disincentive for entrants to place their capital at risk
by building their own facilities. Why would an entrant invest millions or even billions of dollars
in sunk costs if it could simply lease them from incumbents at TELRIC rates? It would do so
only if it desired a difterent network design or technology. but in such a case the entrant would

not be impaired by being unable to obtain access to unbundled ILEC ftacilities.

13. Second. as long as the incumbent knows that it must lease its tacilities at torward-
looking economic cost. its incentive to invest in network upgrades or expansions is severely
attenuated. Indeed. AT& T's Chairman. Michael Armstrong. has vigorously argued that torcing

AT&T to unbundle would reduce its incentive to invest in upgrading its cable systems:

[f these companies [ISPs] want to get into broadband. territic. But getting a free ride on
someone else’s investment and risk is not the way to do it.

* Other countries. such as members of the Furopean Union. are beginning to implement
unbundling requirements. Thus far. however. the United Kingdom. the first European country to
liberalize its telecommunications sector. has not required its incumbent (British Telecom) to
unbundle its network. Nevertheless. the UK entrants (primarily cable companies) have been able
to build their own facilities and enroll more than 20 percent of homes as telephone subscribers.
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[t not tair. ['s notright. Worse 1t would inhibit industry rowth and competition. N
company will invest billions ot dollars 1o become a tacilities-bused broadband sery o
provider b competitors who have notmvested a penny ol capital or tahen an ounce o
risk can come along and get a tree ride on the investments and risks ot others.

That would be a major disincentive to the kind ot risk-taking that goes with
infrastructure investments. And discouraging investment would have a chilling effect on
competition. Not just competition in advanced services. but local phone competition as
well.”

The Commission recognized these disincentive effects from cost-based retail rate regulation in

1989-90 when it substituted price caps for cost-based regulation of AT&T and local exchange
carriers.® It should acknowledge now that any unbundling regime in which rivals may lease
network elements. or combinations ot network elements including the entire UNE plattform. at
regulated, cost-based prices produces similar disincentive effects and limit the scope of

unbundling accordingly.

14. Finally. far too little attention has been paid to the adverse incentives created by
ILEC lessors and CLEC lessees sharing the same network to deliver telecom services. Both the
networks and the services oftered by incumbents and entrants are subject to substantial change
over time. Any decision by an ILEC to modify its network to provide new or better services or to

detiver them more efficiently is likely to have an impact on the CLECs leasing pieces ot its

*C. Michael Armstrong. Chairman and CEO. AT&T. ~Telecom and Cable TV: Shared
Prospects for the Communications Future.” Address delivered to the Washington Metropolitan
Cable Club. Washington. DC. November 2. 1998.

* Policy and Rules Concerning Rates for Dominant Carriers. Report and Order and
Second Further Notice of Proposed Rulemaking. 4 FCC Rec. 2873 (1989).
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network. These CLECs will surely have every incentive to complain to regulators that network
changes are designed o disadvantage them (the CLECs) and therebs 1o block or delay their
rivas’ anempts to develop more atiractive services. [fevery innovation in network design must
first be scrutinized by rival CLECs who are lessees of network elements. surely the pace of
innovation will slow substantially. For instance, ILECs might be forced to delay the substitution
of fiber for copper or the substitution of packet switching for circuit switching technologies by
CLEC complaints that they are disdavantaged by such technical progress. Regulators in rivalrous
markets are always at risk of being used by market participants to trustrate competition.
Widespread unbundling -- i.e., network sharing -- simply multiplies these opportunities many
times over. The more extensive are the unbundling requirements. the gre'ater are the

opportunities for contlict and opportunistic use of the regulatory process.

All Networks Are Not the Same

3. Entry into the local telecommunications market can occur with a variety of network
designs. Much ot the tunctionality of the current ILECs™ networks can be delivered by ditferent
facilities. For instance. coaxial cable. tixed wireless. mobile wireless. MMDS. or satellite
circuits may each be used as substitutes tor the copper loop. Packet switches. Class 4 (INC)
switches. or wireless switches may be used to switch local trattic. Inter-otfice transport can be
provided by a variety of wireless services or tiber-optic lines. As entrants build their networks.
they are tinding that they are not impaired in delivering services without the use ot ILEC

network elements.




16, Many current entrants are building their own netsorks that are simular o, but not
identical to those of the ILECs. Others. such us AT&T. have sutticient access to capital markets
to match the tunctionality of ILEC networks in most markets. Indeed. AT&T already has
substantial local facilities in place to deliver its current interexchange services and its wireless
services. With the purchase of TCI and acquisitions of, or agreements with. other cable
television companies. AT&T can provide local telephony simply by upgrading the local cable
networks without relying on [LEC network elements. The cable operators already pass virtually
all households in their geographic areas; hence. AT&T needs only to extend coaxial drop lines
from nearby telephone poles or underground conduits to reach the 35 to 40 percent of
households not currently connected to cable television. AT&T has announced that it will build
its own packet-switching capacity. thereby obviating the need for leasing switching capacity
from ILECs. This packet-switched hybrid fiber-coax network will be quite ditferent from the
current ILEC networks: therefore. little or anv ot the incumbents’ networks is necessary for

AT&T to provide unimpaired local telecom services.

17. Similariy. commercial wireless networks are expanding rapidly in the wake ot the
allocation of the PCS spectrum through the Commission’s auction process. According to the
Cellular Telecommunications Industry Association. these wireless providers spent S14.3 billion
on capital facilities in 1998.7 This is nearly as much as the capital spending by all LECs

reporting to the Commission in 1997 (S18.3 billion). the most recent vear for which data are

" Cellular Telecommunications Association. Biannual Statistical Survey. 1998.
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avatlable.” The magnitude ot this investment is important hecause it demonstrates that entrints
into local te.ephony are able to muster cnormous capital resources o deploy a technology that is
somew hat aitterent from that emploved by [LECs in their wireline operations. To these wireless
providers. the ILECs’ loops and switches are not necessary. and their ability to provide
competing service is not impaired by their inability to obtain them at regulated. TELRIC prices

from the ILECs. Moreover. wireless providers companies now have facilities that thev could

lease to other tocal entrants as altematives to the ILEC facilities.

18. Other new entrants. such as Nextlink. Winstar and Teligent. are deploying their own
switches and new fixed wireless loop technologies. thereby obviating the necessity of leasing
ILEC switches or loops or replicating them. AT&T has also announced that it will deploy a ﬁxed:
wireless technology. called Project Angel. These new tixed wireless loops may prove to be a

superior approach to delivering higher- bandwidth services.

19. Given the substantial investments being made by new entrants in new local access
technologies. it is increasingly difficult to sustain an argument that aspiring entrants would be
impaired in their ability to deliver service without access to the tacilities deploved traditionally
by [ILECs to reach dispersed subscribers and deliver circuit-switched telephony. By building
their own capital tacilities that embody these new technologies or even by I¢asing tacilities trom

others who are making such investments. CLECs are not dependent on ILECs’ facilities. Nor are

Y Federal Communications Commission. Statistics of Communications Common Carriers.
1997-98.
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these entrants necessarily persuaded that the ILECS deplosed technology is the best choice tor

delivering tomorrow s services.

20. Any attempt to require widespread unbundling of incumbents' networks at rates based
on forward-looking economic cost may induce the more risk averse entrants to delay investments
in different technologies. and this deadening of innovation incentives should be of critical
concern to the Commission. CLECs may choose to defer investments in innovative new
approaches to providing an unbundled element’s services if they can simply obtain the element
at TELRIC rates from [LECs. Moreover. if the Commission requires the provision of an entire
UNE platform at TELRIC rates. CLECs may avoid investments in entire new technologies for
delivering local service and simply pursue the less innovative and lower-risk strategy of simply

leasing the entire UNE platform.

Entry into Local Markets Since 1996

21. In developing these new networks and services. the CLECs and other carriers are
targely building their own switching capacity or adapting existing switching capacity to serve
local customers. Enormous investments are occurring in transport facilities. Wireless companies
have succeeded in distributing handsets to 60 million subscribers. thereby obviating the need to
build loops. Local telecom entry is thus occurring without large scale reliance on the incumbents’

facilities. a pattern found in most other competitive industries.




220 Indeed. Tocal entry might have been more rapid had the Commission preseribed o Hls
less extensive unbundling regime in its ornzimal Order in this matter, [n the absence ofa b NI
plattorm requirement. entrants have already invested bitlions o dollars m their own tacilities.
but they may have delayed construction ot other own facilities. hoping to obtain the entire
plattorm of facilities at a price far below their incumbent rivals’ embedded costs. Nevertheless.
substantial entry is occurring through resale and the leasing of UNEs as the Commission’s own
survey of [LECs shows. Through June 30. 1998. the large [LECs reported that they had provided
approximately 2.4 million of their lines for resale and another 244,000 UNE loops.’ In Bell
Atlantic’s region alone. nearly 80.000 unbundled loops have been leased by CLECs.'""These
numbers had increased substantially over the first six months ot 1998. rising by more than 30
percent. An analysis of CLEC activity by Merrill Lynch concludes that CLECs had about 4.3
million lines in service by the end of 1998."' From these data. one may therefore infer that at
least 2 million CLEC lines were being provided through their own facilities without any reliance
on ILEC loops or wholesale services. Given the CLECs™ concentration on the more lucrative .
business customers. theyv accounted for about 3 percent of local revenues by the end of 1998. -
More recent estimates developed by Bell Atlantic tor this proceeding based on CLEC use of

interconnection trunks suggest that CLECs now have between 2.5 million and 3.4 million

¥ Federal Communications Commission. Common Carricr Burcau. Industry Analy sis
Division. Local Competition. December 1998. '

“See UNE FACT Report. Appended to Bell Atlantic’s Comments in this proceeding.
Section Il Table 5

"' Daniel Reingold and Mark Kastan. Telecom Services -- Local. MerriliLyneh. March
11,1999,

“1d.. Table 8.




facilities-based lines in service.”

25 CLECs are also actively building transport tacilities to interconnect their own
switching centers. Merrill Lynch estimates that by the end ot 1998. the major CLECs had nearly
54.000 route miles of network in service. more than half of which was owned by CLECs other

than MFS and Teleport. who had begun to build their networks long betore 1996."

24. It is noteworthy that deregulation and liberalization in other industries has proceeded
very rapidly without “unbundling™ or other mandatory leasing requirements for incumbent firms’
facilities even though the capital requirements for successful market have generally been
substantial. [n airlines and trucking, for example. large expenditures are required on terminal
facilities. yet competitive entry occurred rapidly. New investment by market entrants led to
substantial downward pressure on rates paid by passengers and shippers in the first tew vears
after deregulation.” Similarly, railroad rates began to decline almost immediately atter

deregulation despite any requirement tor essential-tacilities “unbundiing” of the incumbents’

facilities. In each of these industries. entrants were quick to experiment with new network

" Qee UNE Fact Report. Section {11, Table 2. These estimates are based on data on
provisioned trunks (for various dates between December 1998 April 1999) provided by the
RBOCs and GTE.

f1d.

" T'his discussion and that which tollows on other transportation industries draws heavily
on Clifford Winston. "U.S. Industry Adjustment to Economic Deregulation.” Journal ot
Economic Perspectives. Summer 1998, pp. $9-110. and Robert W. Crandall and Jerry Ellig.
:Economic Deregulation and Customer Choice: Lessons for the Electricity Industry.” Center for
Market Processes. George Mason University. 1997.
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designs and weehnologies tor providing improsed service. They did not simply lease their

incumbent rivais factlities  oiier precisely the same services.

25, Moreover. there has been substantial entry into several previously concentrated
unregulated industries in the past two decades in which entrants have committed billions of
dollars in production facilities and distribution networks without any mandates on incumbents to
lease their facilities. For example. Tovota has become a major U.S. automobile producer by
investing billions of dollars in its gwn assembly facilities, parts distribution system, and dealer
network without having to rely on incumbents” existing facilities. Tovota and other Japanese
automobile companies developed their own parts supply from related and independent
companies who provided a much more efficient “just-in-time™ delivery system than the systems
used by the U.S. Big Three.'" Similarly. Nucor has become the largest U.S. steel company in
terms ot market capitalization by simply finding a new technology that avoids the excessive
costs of blast turnaces and coke ovens owned by USX and Bethlehem.'” Amazon.com has
developed a strategy tor distributing books by avoiding the necessity ot building a large number
ot stores -- a retail distribution "network” -- to connect all ot its customers. Yesterday's
“necessary” tacilities are thus being bypassed by innovative investments by new entrants that
have successtully exploited new technologies. Billions of dollars have been invested in each ot

these industries by tirms who do not have access to their rivals™ facilities.

S See James PL Womack., Daniel T, Jones. and Daniel Roos. The Machine that Changed
the World. Rawson AAssociates. 1990,

" Robert W, Crandall and Donald Bamett. Up from the AAshes: The Rise ot The Steel
Minimill in the United States. The Brookings Institution. 1986.

|
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The Availability of Network Elements from non-ILEC Sources

~6. In making its-decision to require that a given network element be unbundled by
ILECs. the Commission must detemine if each element is “necessary ” and if the inability to
obtain it from ILECs would ~impair™ entrants.'® Clearly. such a decision must take into account
the availability of similar facilities from other sources. In many geographical markets. such
substitutes are now widely available. retlecting the tact that other carriers have invested in such
facilities. Such investment. in itself. provides strong evidence that entrants do not have to rely on
[LEC provision in these functionalities.

27. Ata minimum. it would be a mistake for the Commission to require unbundling of
network elements in the areas where theyv are now potentially available from sources other than
the ILEC. Surely. it is unreasonable to expect multiple sources of telecommunications
functionality in the least dense markets in the country. In these markets. competitive entry will
probably be limited to wireline resale and tacilities-based wireless services given the current low
local monthly rates relative to cost. Theretore. even if incumbents are required to unbundle
network clements and price them at forward-looking economic costs. they will not provide an
attractive entry strategy in these low-density markets. However. there 15 no reason to pursue a
uniform national unbundling requirement simply because entrants have not vet invested in their
own networks in order to serve these rural markets. To do so would unnecessarily reduce

Investment incentives in the more urban markets.

" 1996 Act. Section 231(c)3.
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28. There s now ample evidence available 1o the Commission tor it to judze the deeree
o which various THEC elements are necessary (o new entrants into jocal services. [0 this section.
Frevionw some ofthese data for swiiching, advanced services. inter-otfice transport. and loops.

More details may be found in the UNE Fact Report attached to Bell Atlantic's Comments filed in

this proceeding.

29. Switching. The Commission regularly surveys the degree to which CLECs with
switches have obtained numbering codes for specific rate centers. The most recent number-
assignment data collected by the Commission are now available through September 1998.

However, the UNE Fact Report provides more recent data based on Bellcore’s Local Exchange

Routing Guide. Through March 1999, the Bellcore data show that at least one CLEC has NXX
codes in more than one-third of all targe ILEC rate centers and in 39 percent of Bell Atlantic
centers. Because collocation occurs more frequently in the largest rate centers. the share of
access lines that are now being served by CLEC switches is far greater than one-third.[n the
largest MSAs. For example. in the MSAs in Bell Atlantic’s region. the percentage of rate centers
served by at least one CLEC is 99 percent tor Boston. 78 percent for New York. 30 percent for
Washington (DC). 88 percent tor Baltimore, and 81 percent for Philadelphia™. Thus. it would
appear that in most urbanized areas. CLECs are already utilizing their own switches or other

non-1LEC switches and that ILEC switching is not a necessary element for entry.

30. There are even more alternatives tor switching services than the CLEC switches that

" UNE Fact Report. Section [. Table 2.




are rapidly bemg deploved -- particularly in urban arcas. The INCs have Claas 4 switches
deploved to handle their long-distance traftic. and these switches can casily he moditied o
handle incremental local tratfic. For example. AT&T is utilizing its own switches in this fashion
until it installs packet switches in its fiber-coax local network that it is building in its acquired
cable television systems. In addition. there are now morz than three thousand of wireless
switches in use throughout the country. nearly 2300 of which are owned by carriers other than
the large ILECs. Many of these switches are indistinguishable trom ILEC end-office switches
and could easily be used by CLECs. Finally. CLECs are now able to deploy switches extremely

rapidly -- often in less than two months -- and at rapidly-declining prices.

51. Local transport. The rapid growth in tiber deployment by CLECs is overwhelming
evidence of the competitive nature of the market tor local transport and the ability of CLECs to

obtain local transport -- through their own facilities -- without having to relv on ILEC services.

Numerous non-ILEC companies. such as GST Telecommunications. IXC Communications.
Metromedia Fiber Network. and Williams Communications -- are building very large fiber
networks and leasing services on them to the CLECs for local transport.™ Other companies --
such as NENTLINK. WinStar. and Teligent -- are using wireless technologies tor local transport
to provide high-c.apacit)-' connections. The large interexechange carriers. such as AT& [ and
MCI-WorldCom. are also investing in wireless technologies and acquiring .\IA.\IDS and 38 Gily

licenses to provide local transport.

"' The details of these networks and the CLEC lessees may be found in th¢ UNE Fact
Report appended to Bell Atlantic’s Comments..
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- There s substantial evidence that CLECS are providing their onn local transport or
obtaining it from third parties at present. CLECs have estublished collocation arrangements at
more than 339 wire centers in Bell Atlantic’s territory. Moreover. there are CLEC collocation
arrangements in 75- percent of the largest wire centers. those with 40.000 access lines or more.
In many of these centers. there are multiple CLECs with collocation. For example. in Bell
Atlantic’s territory. there are 302 wire centers with 40.000 lines or more. and 189 have at least
one CLEC collocated in it. In 135 of these wire centers there at least two CLECs with
collocation: in 89 of these centers there at least three CLECs with collocation: and in 33 there are
at least 4 CLECs with collocation.”' This rapid development of collocation. particularly in the
dense markets. could not occur unless the CLECs could transport this trattic to their own local
switches. This transport is occurring over a large number of rapidly-expanding fiber networks
and wireless facilities now available to CLECs. They simply do not need unbundled local
transport from ILECs to ofter competitive services. They may simply lease the service from a
competitive industry. build their own tiber facilities. or even use wireless tacilities to

interconnect their collocation facilities and switches.

33 Finally. there is ample evidence from the commercial mobile wireless services
(CMRS) market that unbundled ILEC local transport is not a source of impairment for the
development of local telecommunications tacilities. Since the completion of the PCS auctions.
CMRS providers have moved aggressively to complete their networks and. in many cases. to

develop large. national tootprints. As mentioned above. these companics are spending nearly as

' UNE Fact Report.
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much as the [ Cs on caputal facihities througiout the country <= in dense markets and in fe---
dense markets. Tam unaware that these companies have encountered any ditticulty in obtann .
wocal ransport ameny their tactitios == transport that s obviousiy crucial to the operation ot their
networks. Undoubtedly. these carriers are using the same options as the CLECs reterenced above
-- leasing capacity from competitive fiber networks or building their own fiber or wireless
tacilities. Their ability to do so without TELRIC-priced access to ILEC unbundled tacilities
underscores the tact that unbundled ILEC local transport tacilitics are not necessary tor local

entry.

34. Loops. The development of urban fiber-optic facilities to serve medium and large
business customers in major business corridors antedates the 1996 Telecommunications Act.
Since 1996. this investment has continued. The CLECs have deployved over 20.000 miles ot tiber
in the top 30 MSAs. Indeed. there is CLEC tiber in virtually all ot the 150 largest MSAs in the
country, and CLEC fiber now serves almost 13 percent of all commercial oftice buildings in the
country.™ These competitive fiber facilities are undoubtedly capable of serving an even larger
share ot the business market. and ongoing CLEC investment in tiber will expand this share over
time. Theretore. a large and expanding share ot the local business market can now be served by
one or more CLECSs trom their own tacilities.

35, Residential subscribers are often bevond the reach of tiber-based CLECs. but

approximately 93 percent of houscholds are passed by a cable television system. Recent

= UNE Fact Report.




acquisitions ot cable systems by AT& T and their joint operating agreements with other canle
MSOs has created a vast new facilities-based source ot local competition designed to provide
telephony. video. and broadband services through the cable networks, A T&T is now spending
billions ot dollars to upgrade these cable facilities. Once completed. these systems will not
require unbundled ILEC loops (or other facilities. for that matter) to reach even dispersed

residential subscribers.

36. Finally. the rapid development of CMRS services since the PCS auctions has led to
national pricing plans at sharply-declining rates. For many residential subscribers. the wireless
handset may already be a most attractive substitute for wireline service and thereby obviate the
need for a copper (coaxial-cable) loop to his or her home. Indeed. AT&T is already offering its
mobile wireless service as a substitute tor wireline service in a trial in Plano. TX. The average
PCS subscriber now uses 250 to 350 minutes of service per month. This usage has been
stimulated greatly by the new. low-price national rate plans that allow the subscriber to call from
any location in the country to any other location at the same low rate. As PCS rates continue to
tall. CMRS will surely loom as an even more attractive substitute for wireline loops. particularly
tor households whose calling patterns include substantial amounts of long-distance calls and
limited local calls. Two major CMRS providers. Western Wireless and \ir Touch. predict that
by 2001 approximately 10 percent of their subscribers will use their wireless handset as their

primary telephone.™

- UNE Fact Report. Section Il




37 Today most medivm and farge business subscribers has e a cholce ot i ties-P e
competitive supphers ot local service. In addition. the rapid evolution ot fiber. wireless and
cable-television technologies to deliver a variety of services through facilities that do not require
any [LEC facilities provides the Commission with ample evidence that local loops may not be
necessary for competitors to enter even the local residential markets. Thus, if the Commission

designates loops as unbundled elements. it surely should do so for only those markets that are

not now served by competitive access technologies and only for a limited period of time.

38. Advanced Services. Telecommunications carriers are now beginning to address the
growing demand for advanced. high-speed services created in large part by the Internet.
Telephone carriers have begun deploy a variety of Digital Subscriber Loop (DSL) technologies
that would allow them to deliver services over existing copper-wire loops at speeds ot 1.3 Mbs
or more. However. such deployment requires large capital expenditures that may not be
recovered in the rapidly-changing market for high-speed services. These new facilities are not
part of the embedded base of tacilities that ILECs now use to otter traditional voice services. but

are being deploved simultaneously by [LECs and CLECs alike.

39. Already there are at least three technologies that are compating with telecom carriery’
DSL services: cable modems. direct satellite broadeast services. and tixed wireless services.
including MMDS and LMDS. MCland AT&T have been actively purchasing MMDS operators
in order to offer data services. and A T& T has been an aggressive acquirer of cable franchises in

order to offer a bundle of services. including high-speed Internet access. Many of these new

hle/




technologies are i their infaney. but cach could prove to be waery vigorous competitor tor the
telecommunications carriers” DSL services. Most large cable television companies are now

moditying their focal systems <0 as to be able to deliver telephony and high-speed services.

Cable modems are already available on scores of U.S. cable systems. In addition. Direc TV ofters
a high-speed service. DirectPC. and new satellite services are being developed tor the Ka band

and through a number of low-orbiting systems. such as Teledesic. Finally. LMDS is now being

developed as a technology for delivering high-speed services to dispersed residential and
business subscribers.

40. Currently. it appears that cable systems have an early lead over ILECs in deploying
facilities to deliver the new high-speed services. If the ILECs are to be able to provide a
competitive alternative to these cable systems’ broadband access services. they must have the
incentive to deploy facilities without the fear that. if they are successtul. they will be torced to
otter these tacilities to their rivals at TELRIC prices. In the current highlv-uncertain
environment. it would be a mistake tor the Commission to require the unbundling ot network
elements that are deploved to deliver DSL services. Competitive DSL suppliers are thriving
using their own network equipment (DSLAMSs). designing and installing their own terminal
equipment in customers' tacilities. and otten leasing just the [LEC loap. There is no need to
require further unbundling to promote competition. Indeed. new unbundling requirements tor the
[L.EC tacilities installed to deliver DSL services is likely to inhibit such investments and to sfow

DSL growth accordingly.



[hereby deciares under penalty i pertun s that the toregoing s true and correct wo the

Dest o s anowledee and pelret.
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